The use of debt in a firm's capital structure is called financial leverage. The main objective of the study was to analyze the impact of financial leverage on debt servicing capability of DSE-listed MNCs & domestic companies in Bangladesh over a 20-year period (1998)(1999)(2000)(2001)(2002)(2003)(2004)(2005)(2006)(2007)(2008)(2009)(2010)(2011)(2012)(2013)(2014)(2015)(2016)(2017).The study was based on secondary data. There are two populations in the study-one for MNCs and other for domestic companies. Stratified and Quota Sampling techniques were applied for the selection of sample items of MNCs and domestic companies respectively. Seven companies from each of the two populations were selected as sample from six industrial sectors. It is seen that MNCs' interest paying ability and debt repayment capability is far higher than that of domestic companies in every year. In case of both types of firms, correlation coefficient between DFL (CS) and coverage ratio is significant. Weakly negative relationship is seen between DFL (General) and coverage ratios. MNCs show comparatively stronger negative relationship between all measures of DFL and coverage ratios than domestic companies. In case of domestic companies, correlation coefficient ISSN 2162-3082 2019 http://ijafr.macrothink.org 291 between coverage ratios and three leverage ratios (TD/TA, TD/SE and TD/CE) are significant. In case of MNCs, correlation coefficient between TIE and LTD/CE is significant.
Introduction
Financial leverage can be defined as the degree to which a company uses borrowed money or debt financing rather than equity financing to magnify earnings of shareholders or to acquire assets. It is also known as trading on equity. Financial leverage not only can boost a company's returns, but also it increases financial risk as well. For a normal firm, in the usual course of business operations, the claims of capital providers are not met out of the sales proceeds of the fixed assets of the firm. The obligations are normally met from the earnings or operating profits. These claims consist of interest on loans, preferred dividend, repayment of the installment of loan or amortization of principal and redemption of preference capital on maturity. If a firm obtain fund through lease financing then claims of creditors consists of lease rentals and repayment of finance or operating lease.
Problem Statement
Raising of debt capital by a firm creates short-term financial risk because payment of interest and principal which arises out of borrowings is mandatory for a firm. Financial risk of leverage or capital gearing lies in the possibilities of loss of equity earnings and threat to insolvency. Due to leverage, stockholders to receive more earnings per taka invested but they also bear more risk, because they have given lenders first claim on the firm's assets and operating income. Stockholders bear more risk per taka invested and the more firm borrows the more risk they bear. However, financial leverage presents the possibility of disproportionate losses, since the related amount of interest expense may overwhelm the borrower if it does not earn sufficient returns to offset the interest expense. Pandey (2014) stated that a firm should make efforts to improve the operating efficiency or retire debt to have a comfortable coverage ratio.
Firms that use financial leverage run the risk that their operating income will be insufficient to cover the fixed charges on debt and/or preferred stock financing. In any period, creditors claim may be greater than the available cash flow, in which case the equity holders may be required to use cash reserves or to invest additional capital in order to satisfy this claim and avoid default. Financial leverage can become especially burdensome during an economic downturn. It may cause serious cash flow problems in recessionary periods because there might not be enough sales revenue to cover the interest payments. Company with bad performance would not dare use debt because it increases the chances of bankruptcy (Ross, 1977) . Ross et al. (2005) stated that a firm with low anticipated profits will likely take low level of debt. A small interest deduction is needed to offset all of the firm's pretax profits and too much debt would raise the firm's expected distress costs. Ross, Westerfield and Jordan (2012) , stated that the use of debt in a firm's capital structure is called financial leverage. Debt acts like a lever in the sense that using it can greatly magnify both gains and losses. So, financial leverage increases the potential reward to shareholders, but it also increases the potential for financial distress and business failure. They also stated that the more debt a firm has, the more likely it is that the firm will become unable to fulfill its contractual obligations. Brigham and Houston (2001) stated, "Companies must reduce debt on schedule and many firms lease assets and thus make lease payments. If they fail to repay debt or meet lease payments, they can be forced into bankruptcy." According to Khan and Jain (1999) "The soundness of a firm depends on its ability to service the claims of creditors and this ability is indicated by coverage ratios. The coverage ratios measure the relationship between what is normally available from business operations of the firms and the claims of the outsiders."
Literature Review & Theoretical Framework
Times Interest Earned (TIE) ratio is a measure of the firm's ability to meet its annual interest payments. Failure to meet this obligation can bring legal action by the firm's creditors, possibly resulting in bankruptcy. Schall and Halley (1991) stated that a current TIE ratio greatly exceeding unity is desirable because it means that interest on currently outstanding debt will very likely be paid in coming years. Fixed-Charge Coverage Ratio (FCCR) measures the firm's ability to meet all fixed payment obligations such as loan interest and principal, lease payments and preferred stock dividends. The lower the ratio, the higher the risk to firms and vice-versa is. Circiumaru (2011) carried a study regarding the limits and the terms of using the degree of financial leverage when evaluating the financial risk. The result showed that the coverage ratio of financial expenses is correlated with the safety margin. The indicators of financial risk's assessment based on the dynamic between two consecutive years have a reduced capacity to evaluate the financial risk. Huq (2004) had done research on the comparative analysis of leverage of some public and private sector chemical industries in Bangladesh. The study examined the comparative positions of the leverage in terms of Degree of Operating Leverage (DOL), Degree of Financial Leverage (DFL) and Degree of Combined Leverage (DCL) in the selected chemical enterprises in Bangladesh during 1994-95 to 2000-01. The study found that the public sector enterprises had been exposed to higher operating and financial risks than the private sector enterprises due to higher DOL, DFL and DCL. Dreyer (2010) set out a research project to determine whether there is any relationship among capital structure, profitability, earnings volatility, and financial distress. The research found that International Journal of Accounting and Financial Reporting ISSN 2162 -3082 2019 correlation between interest coverage ratio of firms and their financial distress probability was positive. Earnings volatility and leverage was negatively correlated. Martinelli (1997) presented a simple model relating firm age with firm size and access to credit markets. Study found that lending to new firms is risky because lenders have had no time to accumulate observations about them. Large firms face lower interest rates than small firms, and credit market fluctuations have different effects on firms of different size. Osler, Carol and Hong (2000) in their study relate excessive corporate debt with economic slowdown. Despite rapid debt growth in late 90s, the nonfinancial corporate sector is in good financial health. Some weakness, however, exists among the sector's smallest firms. As a result, interest rates are high and loans are small for entering firms. Tsuji (2013) in his study examined the linkages between corporate solvency and capital structure of the electric appliances industry firms, which are listed on the Tokyo Stock Exchange. In this study, he clarified that in the Japanese electric appliances industry, the linkages between corporate solvency and debt ratio are generally negative. Further, he also revealed that about 50% to 60% of the ratio of total debt to total asset could be explained by corporate solvency variables. The aim of Muscettola (2013) work, which was supported by a large analysis sample, was to describe the structure of onerous debt in Italian SMEs and to decipher the possible links between it and the probability of default. The findings of this study revealed a significantly positive relationship between borrowed capital and probability of default of firms. These results implied that an increase in financial debt position is associated with decrease in solvency. Norges Bank (2016) conducted a research to evaluate debt-servicing ability of Norwegian non-financial companies. They found that the debt-servicing capacity of Norwegian non-financial companies has declined somewhat and is currently lower than the average for the past 14 years. Recently, the oil service sector in particular has experienced a marked decline in debt-servicing capacity and its debt-servicing capacity is now at a very low level compared with the historical average.
Objective of the Study
The main objective of the study was to analyze the impact of financial leverage on debt servicing capability of firms. Specific objectives are: a. To determine two coverage ratios (TIE & FCCR) of MNCs and domestic companies and make a comparison between them.
b. To find out degree of financial leverage (DFL) of MNCs and domestic companies and make a comparison between them.
c. To explore the degree of association between DFL and coverage ratios of MNCs and domestic companies and make a comparison between them.
Materials and Methods

Type of Research:
Type of research is explanatory or causal. An attempt was made to identify cause and effect relationship between financial leverage and debt servicing capacity. Nature of research is Empirical and research approach is Quantitative. ISSN 2162 -3082 2019 Population: Population one consists of all MNCs listed on DSE which continue operation during the study period. Eight MNCs are found in 6 industrial sectors. Population two consists of all DSE listed domestic companies of the same 6 industrial sectors and which continue operations during the study period. Population size is 45.
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Types of Data:
Secondary data was used. The research method employed basically involved quantitative analysis of secondary data. Nature of data is both time series and cross sectional. Sampling Technique: Stratified Sampling technique was applied for the selection of sample items of population one. Each of the two populations has been divided into several sub-populations or strata according to industry sector or type of industry. Samples are taken from each stratum of each population. As the study is a comparative one, so the numbers of domestic blue chip companies were kept equal to the MNCs in any particular industrial sector. For the sake of comparison with the MNCs, it is necessary to select only those domestic companies that are performing well and on a consistent basis. So, Quota Sampling method was applied in selecting sample firms of population two.
Sources of
Sample Size & Sample Items:
The sample in this study consists of 14companies (7 
Techniques of Data Analysis:
Mean is used to determine yearly average and grand average. Bivariate correlation has been used to measure significance as well as direction of association between two variables (Degree of financial leverage & coverage ratios). Collected data has been processed by MS Excel, SPSS (version 20) and Gretl software. Presentation of data is done in two forms; text and tabular.
Results and Discussions
Comparison of Coverage Ratios
Debt servicing capacity of a firm is measured by two coverage ratios; a. Times-Interest Earned (TIE) ratio and b. Fixed Charge Coverage ratio (FCCR). Table 1 shows yearly average TIE ratio and FCCR of both domestic companies and MNCs. It is seen that both TIE ratio and FCCR of MNCs were much higher than that of domestic companies in every year. Average TIE ratios of domestic companies were below 10 in most of the years whereas ISSN 2162 -3082 2019 It is evident that average debt servicing ability of MNCs has increased significantly in recent years compared to domestic companies. From 2009, FCCRs of MNCs were more than 100 times which indicated very high solvency of MNCs in fulfilling fixed financial obligations. Wide fluctuations of both the ratios were seen in case of MNCs. From the above discussion, it can be said that financial riskiness of MNCs was much lower than domestic companies. Average FCCR of MNCs was 263.18 times whereas that of domestic companies was only 4.22 times.
Comparison of Yearly Average DFL Between Domestic Companies and MNCs
There are three measurements of Degree of Financial Leverage (DFL)-a) Capital Structure measure b) Financing Cost Structure measure and c) General measure. In this section comparison of yearly average of DFL between domestic companies and MNCs is shown in a comprehensive way by incorporating all three measures of DFL. Average of yearly DFL of seven companies of each category is determined to reach at average DFL in each year.
From table 2 it is observed that DFLs of domestic companies were higher than that of MNCs in all three measures of DFL in all the years. Average DFLs (CS) of domestic companies were higher in initial years of study period than later years. The same holds true for MNCs. In 1998, DFL (CS) of domestic companies was 0.17 whereas that of MNCs was 0.06 and in 2017 it has declined to 0.15 and 0.04 in case of domestic companies and MNCs respectively. Average DFLs (CS) of domestic companies were at least approximately three to four times higher than that of MNCs in most of the years. Grand mean DFL (CS) of domestic companies was 0.13, which was much higher than that of MNCs (0.03). Domestic companies showed more consistency than MNCs in terms of DFL based on financing cost structural measure, as year-wise deviations of domestic companies were less than MNCs. Like DFL (CS), averages of DFL (FS) of domestic companies were at least approximately three to four times higher than MNCs in most of the years. The differences in DFL (FS) between two types of companies were much larger in recent years than previous years. Grand mean DFL (FS) of domestic companies (0.61) was much higher than that of MNCs (0.12). MNCs showed more consistency than domestic companies in terms of DFL (general measure). Average DFLs (general measure) of both types of companies has slightly declined in recent years than previous years. In 1998, DFL (general measure) of domestic companies was 4.19 whereas that of MNCs was 1.10 and in 2017 it has declined to 2.12 and 1.06 in case of domestic companies and MNCs respectively. Average DFLs (general measure) of domestic companies were at least two times higher than that of MNCs in most of the years. Grand mean DFL (general measure) of domestic companies (2.09) was much higher than MNCs (1.06).
Relationship Between DFL and Coverage Ratios
Relationship between DFL and coverage ratios is measured by the value of correlation coefficients and significance of coefficients. Year-wise data is used in the analysis. Average DFL of each year is determined by taking the arithmetic mean of all seven companies' DFL. TIE ratio and FCCR of each year is also determined by using the data of all seven companies. ISSN 2162 -3082 2019 Table 3 depicts relationship between DFL and short term financial risk measured by coverage ratios of domestic companies through Pearson correlation coefficients. It is observed that significance or p value of correlation coefficient between DFL (CS) and coverage ratio is less than 0.05 which means that at 5% significance level, correlation is significant. Moderate negative correlation is seen between DFL (CS) and TIE ratio & FCCR. Weak negative relationship is seen between DFL (FS) and TIE & FCCR. Similarly, weak negative relationship is seen between DFL (General measure) and TIE & FCCR. ISSN 2162 -3082 2019 companies but moderately negative in MNCs. For both types of companies, weakly negative relationship is seen between DFL (General) and two coverage ratios.
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Relationship Between DFL and Coverage Ratios of Domestic Companies
Association Between Financial Leverage and Coverage Ratios
Relationship between six leverage ratios and coverage ratios is revealed by the value of correlation coefficients and significance of coefficients. Average leverage ratio of each year is determined by taking the arithmetic mean of all seven companies' leverage ratio. TIE ratio and FCCR of each year is also determined by using the data of all seven companies. ISSN 2162 -3082 2019 value of correlation coefficient between TIE and LTD/CE is less than 0.05 which means that at 5% significance level, the correlation is significant. In all other cases correlation is insignificant at 5% significance level. Correlation between TIE and TD/TA, TIE and LTD/TA as well as FCCR and LTD/CE are significant at 10% significance level as p values in these cases are below 1. The relationship between financial risk and leverage is negative in all cases. Moderate negative correlation is seen between TIE and TD/TA as well as between TIE and LTD/CE. Weak negative relationship is seen in all other cases. 
Relationship Between Leverage and Coverage Ratios of Domestic Companies
Relationship Between Leverage and Coverage Ratios of MNCs
Conclusion
Corporate solvency depends on repayment capability of firms. Domestic companies' ability to fulfill fixed financial obligation is lower than MNCs, which is revealed through analysis of two coverage ratios. Due to very low level of debt, MNCs incur low level of interest expenses. Margin of safety for MNC's creditors are much higher than that of domestic firms. MNCs can use more debt financing to take advantage of financial leverage. Moreover, due to high debt servicing capability, MNCs cost of financing would be lower than domestic firms.
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